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the amount of adjusted exploration expendi-
tures with respect to mine Y at the end of 
1972 is $150,000 ($250,000 less $100,000). 

[T.D. 7192, 37 FR 12945, June 30, 1972] 

§ 1.617–4 Treatment of gain from dis-
position of certain mining property. 

(a) In general. (1) In general, section 
617(d)(1) provides, that, upon a disposi-
tion of mining property, the lower of (i) 
the adjusted exploration expenditures (as 
defined in section 617(f)(1) and para-
graph (d) of § 1.617–3) with respect to 
the property, or (ii) the amount, if any, 
by which the amount realized on the 
sale, exchange, or involuntary conver-
sion (or the fair market value of the 
property on any other disposition, ex-
ceeds the adjusted basis of the prop-
erty, shall be treated as gain from the 
sale of exchange of property which is 
neither a capital asset nor property de-
scribed in section 1231 (that is, shall be 
recognized as ordinary income). How-
ever, any amount recognized under the 
preceding sentence shall not be in-
cluded by the taxpayer in his gross in-
come from the property for purposes of 
section 613. Generally, the ordinary in-
come treatment applies even though in 
the absence of section 617(d) no gain 
would be recognized under any other 
provision of the Code. For example, if a 
corporation distributes mining prop-
erty as a dividend, gain may be recog-
nized as ordinary income to the cor-
poration even though, in the absence of 
section 617, section 311(a) would pre-
clude any recognition of gain to the 
corporation. For an exception to the 
recognition of gain with respect to dis-
positions which involve mineral pro-
duction payments, see section 636 and 
the regulations thereunder. For the 
definition of the term mining property, 
see section 617(f)(2) and paragraph 
(c)(3), of § 1.617–3. For exceptions and 
limitations to the application of sec-
tion 617(d)(1), see section 617(d)(3) and 
paragraph (c) of this section. 

(2) In the case of a sale, exchange, or 
involuntary conversion of mining prop-
erty, the gain to which section 617(d)(1) 
applies is the lower of the adjusted ex-
ploration expenditures with respect to 
such property or the excess of the 
amount realized upon the disposition of 
the property over the adjusted basis of 
the property. In the case of a disposi-

tion of mining property other than by 
a manner described in the preceding 
sentence, the gain to which section 
617(d)(1) applies is the lower of the ad-
justed exploration expenditures with 
respect to such property or the excess 
of the fair market value of the prop-
erty on the date of disposition over the 
adjusted basis of the property. In the 
case of a disposal of coal or domestic 
iron ore subject to a retained economic 
interest to which section 631(c) applies, 
the excess of the amount realized over 
the adjusted basis of the mining prop-
erty shall be treated as equal to the 
gain, if any, referred to in section 
631(c). For determination of the 
amount realized upon a disposition of 
mining property and nonmining prop-
erty, see paragraph (c)(3)(i) of this sec-
tion. 

(3) The provisions of this paragraph 
may be illustrated by the following ex-
amples: 

Example 1. On July 14, 1970, A purchased 
undeveloped mining property for $100,000. 
During 1970, A incurred with respect to the 
property, $50,000 of exploration expenditures 
which he deducts under section 617(a). In 
1971, A incurred $150,000 of exploration ex-
penditures with respect to the property 
which he deducts on his income tax return. 
On January 2, 1972, A sells the mining prop-
erty to B for $250,000. A’s gain on the sale is 
$150,000 ($250,000 amount realized minus 
$100,000 basis). Since the excess of the 
amount realized over the adjusted basis of 
the mining property is less than the adjusted 
exploration expenditures with respect to the 
property ($200,000), the entire gain is treated 
as ordinary income under section 617(d)(1). 

Example 2. Assume the same facts as in ex-
ample 1 except that A sells the mining prop-
erty to B for $400,000, thereby realizing gain 
of $300,000 ($400,000 minus $100,000 basis). 
Since the amount of adjusted exploration ex-
penditures with respect to the mining prop-
erty ($200,000) is less than the amount real-
ized upon its disposition ($300,000), an 
amount equal to the amount of adjusted ex-
ploration expenditures is treated as ordinary 
income under section 617(d)(1). The remain-
ing $100,000 is treated by A without regard to 
section 617(d)(1). 

(4) Section 617(d) does not apply to 
losses. Thus, section 617(d) does not 
apply if a loss is realized upon a sale, 
exchange, or involuntary conversion of 
mining property, nor does section 
617(d) apply to a disposition of mining 
property other than by way of sale, ex-
change, or involuntary conversion if at 
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the time of the disposition the fair 
market value of such property is not 
greater than its adjusted basis. 

(b) Disposition of portion of mining 
property. (1) For purposes of section 
617(d)(1) and paragraph (a) of this sec-
tion, except as provided in subpara-
graph (3) of this paragraph, in the case 
of the disposition of a portion of a min-
ing property (other than an undivided 
interest), the entire amount of the ad-
justed exploration expenditures with 
respect to such property shall be treat-
ed as attributable to such portion to 
the extent of the amount of the gain to 
which section 617(d)(1) applies. If the 
amount of the gain to which section 
617(d)(1) applies is less than the amount 
of the adjusted exploration expendi-
tures with respect to the property, the 
balance of the adjusted exploration ex-
penditures shall remain subject to re-
capture in the hands of the taxpayer 
under the provisions of section 617 (b), 
(c), and (d). The disposition of a portion 
of a mining property (other than an un-
divided interest) includes the disposi-
tion of a geographical portion of a min-
ing property. For example, assume that 
A owns an 80-acre tract of land with re-
spect to which he has deducted explo-
ration expenditures under section 
617(a). If A were to sell the north 40 
acres, the entire amount of the ad-
justed exploration expenditures with 
respect to the 80-acre tract would be 
treated as attributable to the 40-acre 
portion sold (to the extent of the 
amount of the gain to which section 
617(d)(1) applies). 

(2) For purposes of section 617(d)(1), 
except as provided in subparagraph (3) 
of this paragraph, in the case of the 
disposition of an undivided interest in 
a mining property (or portion thereof) 
a proportionate part of the adjusted ex-
ploration expenditures with respect to 
such property shall be treated as at-
tributable to such undivided interest to 
the extent of the amount of the gain to 
which section 617(d)(1) applies. For ex-
ample, assume that A owns an 80-acre 
tract of land with respect to which he 
has deducted exploration expenditures 
under section 617(a). If A were to sell 
an undivided 40 percent interest in 
such tract, 40 percent of the adjusted 
exploration expenditures with respect 
to the 80-acre tract would be treated as 

attributable to the 40 percent of the 80- 
acre tract disposed of (to the extent of 
the amount of the gain to which sec-
tion 617(d)(1) applies). 

(3) Section 617(d)(2) and subpara-
graphs (1) and (2) of this paragraph 
shall not apply to any expenditure to 
the extent that such expenditure re-
lates neither to the portion (or interest 
therein) disposed of nor to any mine, in 
the property held by the taxpayer be-
fore the disposition, which has reached 
the producing stage. In any case where 
a taxpayer disposes of a mining prop-
erty (or interest therein) and treats ad-
justed exploration expenditures with 
respect to the mining property as if 
they relate neither to the portion (or 
interest therein) disposed of nor to any 
mine, in the property held by the tax-
payer before the disposition, which has 
reached the producing stage, the tax-
payer shall attach to its return for the 
taxable year in which the disposition 
occurred, a statement which includes: 

(i) A description of the portion (or in-
terest therein) disposed of; 

(ii) A description of the mineral prop-
erty which included the portion (or in-
terest therein) disposed of; 

(iii) An itemization of all expendi-
tures deducted under sections 617 and 
615 with respect to such mineral prop-
erty; and 

(iv) A description of the location of 
all producing mines on such mineral 
property. 

(c) Exceptions. (1)(i) Section 617(d)(3) 
provides, through incorporation by ref-
erence of the provisions of section 
1245(b)(1), that no gain shall be recog-
nized under section 617(d) upon a dis-
position by gift of mining property. 
For purposes of this subparagraph, the 
term gift means, except to the extent 
that subdivision (ii) of this subpara-
graph applies, a transfer of mining 
property which, in the hands of the 
transferee, has a basis determined 
under the provisions of section 1015 (a) 
or (d) (relating to basis of property ac-
quired by gift). For reduction in 
amount of the charitable contribution 
in case of a gift of section 617 property, 
see section 170(e) and paragraph (c)(3) 
of § 1.170–1. 

(ii) Where a disposition of mining 
property is in part a sale or exchange 
and in part a gift, the gain to which 
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section 617(d) applies is the lower of the 
adjusted exploration expenditures with 
respect to such property or the excess 
of the amount realized upon the dis-
position of the property over the ad-
justed basis of such property. 

(2) Section 617(d)(3) provides, through 
incorporation by reference of the provi-
sions of section 1245(b)(2), that, except 
as provided in section 691 (relating to 
income in respect to a decedent), no 
gain shall be recognized under section 
617(d) upon a transfer at death. For 
purposes of this paragraph, the term 
transfer at death means a transfer of 
mining property which property, in the 
hands of the transferee, has a basis de-
termined under the provisions of sec-
tion 1014(a) (relating to basis of prop-
erty acquired from a decedent) because 
of the death of the transferor. 

(3)(i) Section 617(d) provides, through 
incorporation by reference of the provi-
sions of section 1245(b)(3), that upon a 
transfer of property described in sub-
division (ii) of this subparagraph, the 
amount of gain taken into account by 
the transferor under section 617(d) 
shall not exceed the amount of gain 
recognized to the transferor on the 
transfer (determined without regard to 
section 617). For purposes of this sub-
division, in case of a transfer of mining 
property and nonmining property in 
one transaction, the amount realized 
from the disposition of the mining 
property shall be deemed to be equal to 
the amount which bears the same ratio 
to the total amount realized as the fair 
market value of the mining property 
bears to the aggregate fair market 
value of all of the property transferred. 
The preceding sentence shall be applied 
solely for purposes of computing the 
portion of the total gain (determined 
without regard to section 617) which 
shall be recognized as ordinary income 
under section 617(d). Section 617(d)(3) 
does not apply to a disposition of min-
ing property to an organization (other 
than a cooperative described in section 
521) which is exempt from the tax im-
posed by chapter 1 of the Code. 

(ii) The transfers referred to in sub-
division (i) of this subparagraph are 
transfers of mining property in which 
the basis of the mining property in the 
hands of the transferee is determined 

by reference to its basis in the hands of 
the transferor by reason of the applica-
tion of any of the following provisions: 

(a) Section 332 (relating to distribu-
tions in complete liquidation of an 80- 
percent-or-more controlled subsidiary 
corporation). See subdivision (iii) of 
this subparagraph. 

(b) Section 351 (relating to transfer to 
a corporation controlled by transferor). 

(c) Section 361 (relating to exchanges 
pursuant to certain corporate reorga-
nizations). 

(d) Section 371(a) (relating to ex-
changes pursuant to certain receiver-
ship and bankruptcy proceedings). 

(e) Section 374(a) (relating to ex-
changes pursuant to certain railroad 
reorganizations). 

(f) Section 721 (relating to transfers 
to a partnership in exchange for a part-
nership interest). 

(g) Section 731 (relating to distribu-
tions by a partnership to a partner). 

(iii) In the case of a distribution in 
complete liquidation of an 80-percent- 
or-more controlled subsidiary to which 
section 332 applies, the limitation pro-
vided in section 617(d)(3), through in-
corporation by reference of the provi-
sions of section 1245(b)(3), is confined to 
instances in which the basis of the 
mining property in the hands of the 
transferee is determined under section 
334(b)(1), by reference to its basis in the 
hands of the transferor. Thus, for ex-
ample, the limitation may apply in re-
spect of a liquidating distribution of 
mining property by an 80-percent-or- 
more controlled corporation to the par-
ent corporation, but does not apply in 
respect of a liquidating distribution of 
mining property to a minority share-
holder. Section 617(d)(3) does not apply 
to a liquidating distribution of prop-
erty by an 80-percent-or-more con-
trolled subsidiary to its parent if the 
parent’s basis for the property is deter-
mined, under section 334(b)(2), by ref-
erence to its basis in the stock of the 
subsidiary. 

[T.D. 7192, 37 FR 12947, June 30, 1972] 
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EXCLUSIONS FROM GROSS INCOME 

§ 1.621–1 Payments to encourage ex-
ploration, development, and mining 
for defense purposes. 

(a) General rule. (1) Under section 621, 
a taxpayer shall exclude from gross in-
come amounts which are paid to him: 

(i) By the United States or by an 
agency or instrumentality of the 
United States, 

(ii) As a grant, gift, bounty, bonus, 
premium, incentive, subsidy, loan, or 
advance, 

(iii) For the encouragement of explo-
ration for, or development or mining 
of, a critical and strategic mineral or 
metal, 

(iv) Pursuant to or in connection 
with an undertaking by the taxpayer 
to explore for, or develop or produce, 
such mineral or metal and to expend or 
use any amounts so received for the 
purpose and in accordance with the 
terms and conditions upon which such 
amounts are paid, which undertaking 
has been approved by the United States 
or by an agency or instrumentality of 
the United States, and 

(v) For which the taxpayer has ac-
counted, or is required to account, to 
an appropriate agency of the United 
States Government for the expenditure 
or use thereof for the purpose and in 
accordance with the terms and condi-
tions upon which such amounts are 
paid 

In order for section 621 to apply, such 
amount must qualify under each of the 
foregoing subdivisions of this para-
graph. Under section 621, there shall 
also be excluded from gross income any 
income attributable to the forgiveness 
or discharge of any indebtedness aris-
ing from amounts to which such sec-
tion applies. 

(2) Section 621 is applicable whether 
or not the payee is obligated to repay 
to the United States any portion or all 
of the amount so received. However, 
such section is not applicable to any 
loan or advance for the repayment of 
which the borrower’s liability is uncon-
ditional and legally enforceable. 

(3) Except as provided in paragraph 
(e) of this section any expenditure at-
tributable to an amount received by a 
taxpayer to which section 621 applies 
shall not be deductible by the taxpayer 

as an expense under subtitle A of the 
Code, nor shall any such expenditure 
increase the basis of the taxpayer’s 
property either for determining gain or 
loss on sale, exchange, or other disposi-
tion, or for computing depletion or de-
preciation (including amortization 
under section 168). 

(b) Allowance as part of purchase price. 
(1) Section 621 is not applicable to any 
part of the purchase price of a critical 
and strategic mineral or metal which 
amount is received, whether before, on, 
or after delivery from the United 
States or any agency or instrumen-
tality thereof, and irrespective of 
whether such purchase price is below, 
at, or above the currently prevailing 
market price. 

(2) However, a payment of a separate 
and specific amount for the encourage-
ment of exploration for, or develop-
ment or mining of, a critical and stra-
tegic mineral or metal shall not be 
considered to be a part of the purchase 
price of such mineral or metal merely 
because such payment is added to, or 
included with, the payment of such 
purchase price. 

(c) Payments for expenditures pre-
viously deducted or capitalized. (1) Where 
amounts described in section 621 and 
this section are paid to a taxpayer in 
reimbursement for expenditures pre-
viously allowed as a deduction, the tax-
payer shall include in gross income 
that portion of such amounts which is 
equivalent to the deduction for such 
expenditures allowed to the taxpayer 
and which deduction resulted in a re-
duction for any taxable year of the tax-
payer’s taxes under subtitle A of the 
Code (other than chapter 2, relating to 
tax on self-employment income), or 
prior income, war-profits, or excess- 
profits tax laws. 

(2) Where amounts described in sec-
tion 621 and this section are paid to the 
taxpayer in reimbursement for expend-
itures which have been deferred under 
sections 615 and 616 (relating to explo-
ration and development expenditures) 
the taxpayer shall include in gross in-
come that portion of such amounts 
which is equivalent to any deduction 
for such expenditures allowed to the 
taxpayer and which deduction resulted 
in a reduction for any taxable year of 
the taxpayer’s taxes under subtitle A 
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